AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE 

LEGISLATURE AND THE COUNCIL ON RENOSTERBERG LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Renosterberg Local 
Municipality, which comprise the statement of financial position as at 30 June 2010, and the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information, as set out on pages ... to .... 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Local 
Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) 
(MFMA) and the Division of Revenue Act of South Africa (Act No. 12 of 2009) (DoRA). This 
responsibility includes designing, implementing and maintaining internal control relevant to 
the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act No. 
108 of 1996) read with section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 
2004) (PAA) and section 126(3) of the MFMA, my responsibility is to express an opinion on 
the financial statements based on conducting the audit in accordance with the International 
Standards on Auditing and General Notice 1570 of 2009 issued in Government Gazette 
32758 of 27 November 2009. Because of the matters described in the Basis for disclaimer of 
opinion paragraphs, however, I was not able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Receivables 

4. As a result of the matters detailed below, I was unable to obtain sufficient appropriate audit 
evidence as to the completeness, existence, valuation and allocation, and the municipality’s 
rights to receivables from exchange and non-exchange transactions disclosed as 

R25 355 204 (2009: R3 852 663) in note 4 and 5 to the financial statements 

o Paragraph 58 of the South African Statement of Generally Accepted Accounting Practice 
(SA Statements of GAAP), IAS 39 (AC 133), Financial instruments: Recognition and 
measurement (IAS 39) requires the municipality to assess at each balance sheet date 
whether there is any objective evidence that a financial asset or group of financial assets 
is impaired. The municipality, however, made a general provision for doubtful bad debts 
for receivables from exchange and non-exchange transactions amounting to R3 269 923 



(2009: R5 937 336), which is not in accordance with the impairment requirements of IAS 
39. As the relevant information was not available I was not able to calculate what the 
impairment charge against receivables from exchange and non-exchange transactions 
and bad debts expense should have been if IAS 39 had been applied correctly. 
Paragraph 46(a) of IAS 39 states that after initial recognition, an entity shall measure 
financial assets, including derivatives that are assets, at their fair values, without any 
deduction for transaction costs it may incur on sale or other disposal, except, amongst 
others, for loans and receivables as defined in paragraph 9, which shall be measured at 
amortised cost using the effective interest method. Contrary to the requirements, 
receivables from exchange and non-exchange transactions as disclosed in note 4 and 5 
to the financial statements, were not measured at amortised cost. The municipality's 
records and information available did not permit the performance of alternative audit 
procedures regarding receivables. Consequently, I could not determine the amounts by 
which receivables from exchange and non-exchange transactions and interest were 
misstated. 

An unreconciled difference of R34 326 478 was identified between the debtors balance 
as per the age analysis (RIO 441 913) and the balance as disclosed in note 4 to the 
financial statements R23 884 565. 1 could not be provided with sufficient supporting 
documentation to reconcile this difference. Furthermore, it was noted that property rates 
amounting to R1 903 870 as disclosed in note 4 to the annual financial statements (net 
amount after provision for impairment of-RI 366 053) was incorrectly classified as trade 
and other receivables from exchange transactions instead of trade and other receivables 
from non-exchange transactions. Consequently receivables from exchange transactions 
are overstated and receivables from non-exchange transactions are understated with 
R1 903 870. 

An unreconciled difference of R2 494 012 was identified between the council approved 
bad debt write-off of R2 508 165 and the actual write-off amounting to R1 4 153 as 
disclosed in the statement of financial performance. I could not be provided with 
sufficient supporting documentation to reconcile this difference. Consequently 
receivables from exchange transactions are overstated and bad debt write-off are 
understated respectively with R2 494 012. 

Suspense accounts were not cleared regularly and before the preparation of the 
financial statements. Consequently, an expenditure suspense account and a pay office 
suspense account amounting to R4 253 168 and R443 306 respectively were disclosed 
as trade receivables from non-exchange transactions disclosed in note 5 to the financial 
statements. I was unable to confirm the total extent of income, expenditure, assets or 
liabilities that might be included in these amounts as sufficient appropriate audit 
evidence could not be presented. 

The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for debit transactions amounting to R47 814 556 and credit transactions 
amounting to R41 214 384 not being provided for audit purposes. 

The completeness of receivables from exchange and non-exchange transactions could 
not be confirmed, as debtors reconciliations were not performed and no assurance could 
be obtained about the completeness of revenue. In addition the population for journals 
posted to the trade receivables age analysis could not be provided for audit purposes. I 
was unable to confirm the total extent of the effect on revenue and trade receivables as 
sufficient appropriate audit evidence could not be presented. 

The municipality did not maintain an indigent register and various discrepancies were 
noted on indigent applications submitted for audit purposes. I could consequently not 
determine which individual debtors were responsible to settle the debt. 



The municipality’s records and information available did not permit the application of 
alternative audit procedures regarding trade and other receivables. 

Value-added tax (VAT) receivable 

5. As a result of the matters detailed below, I was unable to obtain sufficient appropriate audit 
evidence as to the completeness, valuation, existence and the municipality’s rights to the 
VAT receivable disclosed as R1 506 013 (2009: R2 718 521) in note 12 to the financial 
statements: 

© The municipality was unable to reconcile the difference of R869 085 between the VAT 
balance, as disclosed in the financial statements, and the June 2009 VAT return 
submitted to the South African Revenue Services. 

© Instances were identified where input VAT was erroneously claimed and input VAT was 
not claimed, resulting in VAT being misstated by R3 242 410. 

© No VAT reconciliations were performed for the year under review. Furthermore, the VAT 
returns could not be traced to the general ledger. 

© The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for debit transactions amounting to R14 253 738 and credit transactions 
amounting to R14 306 247 not being provided for audit purposes. 

The municipality’s records and information available did not permit the application of 
alternative procedures. 

Cash and Cash Equivalents 

6. I was unable to obtain sufficient appropriate audit assurance as to the existence, 
completeness, classification and valuation of and rights and obligations relating to cash and 
cash equivalents overdraft of R1 106 860 (2009: R3 645 183), as disclosed in the statement 
of financial position and the related detailed disclosure in note 6 to the financial statements: 

© The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for debit transactions amounting to R38 669 846 and credit transactions 
amounting to R10 537 938 not being provided for audit purposes. 

© The municipality could not provide sufficient appropriate audit evidence to support the 
reconciling items totaling R3 788 339 between cash and cash equivalents disclosed in 
note 6 to the financial statements as a bank overdraft of R1 106 860 and the amount as 
confirmed by the financial institutions amounting to R2 681 479. These transactions 
were not processed on the accounting system of the municipality and no monthly bank 
reconciliations were performed for these accounts. As the relevant information was not 
available I was not able to determine the effect on the financial statements. Owing to the 
lack of information and a proper system to account for these bank accounts no 
alternative procedures could be performed to obtain the required audit assurance. 

© The municipality could not provide sufficient appropriate audit evidence to support the 
reconciling items totalling R12 213 929 between the general ledger of R14 611 402 and 
a bank balances as confirmed by the financial institutions amounting to R2 397 473. 

The municipality's records and information available did not permit the application of 
alternative audit procedures regarding cash and cash equivalents. 



Inventory 

7. Paragraph 14 of SA Standards of GRAP, GRAP 12: Inventories (GRAP 12) states that 
inventories shall be recognised as an asset if it is probable that future economic benefits or 
service potential associated with the item will flow to the entity and the cost of the inventories 
can be measured reliably. Contrary to the above, no balance was disclosed for inventory in 
the financial statements. I have, however identified unrecorded inventory during the current 
and prior year. Since the municipality’s accounting records did not permit the application of 
reasonable alternative audit procedures, I was unable to obtain all the information and 
explanations I considered necessary to confirm the completeness, valuation and allocation of 
inventory. 

Investment property 

8. The existence, valuation and allocation, completeness and the municipality’s rights to 
intangible assets disclosed as R4 336 000 (2009: R4 209 21 1) in note 8 to the financial 
statements could not be supported with sufficient appropriate audit assurance. The 
municipality's records and information available did not permit the application of alternative 
procedures. 

Property, plant and equipment 

9. As a result of the matters detailed below, I was unable to obtain sufficient appropriate audit 
evidence as to the completeness, existence, valuation and allocation and the municipality's 
rights to property, plant and equipment disclosed as R117 255 703 (2009: R110 314 014) in 
note 7 to the financial statements: 

© Property, plant and equipment with a carrying value of R69 342 25 could not physically 
be verified due to the fact that the asset register did not contain adequate descriptions, 
serial numbers, locations and conditions of the items included in the register. 

© The management of the filing system did not function effectively, resulting in sufficient 
supporting documentation for debit transactions and additions amounting to 
R142 087 736 and credit transactions amounting to R118 172 193 not being provided for 
audit purposes. 

© Property, plant and equipment not in working condition amounting to R290 230 were not 
removed from the asset register and assets amounting to R40 412 983 were not 
included on the asset register and subsequently in the financial statements. 

© An unreconciled difference of R28 961 778 was identified between the general ledger 
(R159 686 746) and the asset register (R130 724 968). Furthermore, an unreconciled 
difference of R37 186 860 was also identified between the general ledger (Nett amount 
R1 19 683 784) and the financial statements (R82 496 924). It was also noted that no 
accumulated depreciation amounting to R4 192 582 as disclosed in note 7 to the 
financial statements were recorded in the general ledger. I could not be provided with 
sufficient supporting documentation to reconcile this difference. 

© The municipality did not review at each reporting date the residual values, useful lives 
and depreciation methods of property, plant and equipment in accordance with 
paragraphs 61 and 71 of SA Standards of GRAP, GRAP 17 Property, plant and 
equipment (GRAP 17). The municipality did not comply with these requirements in the 
current and the prior year. 

© Paragraph 53 of SA Standards of GRAP, GRAP 17 Property, plant and equipment 
(GRAP 17) requires each part of an item of property, plant and equipment with a cost 
that is significant in relation to the total cost of the item to be depreciated separately. 



Major components of some items of property, plant and equipment were not accounted 
for and depreciated separately. The municipality did not comply with these requirements 
in the current and the prior year. 

The municipality’s records and information available did not permit the application of 
alternative audit procedures regarding property, plant and equipment. 

intangible assets 

10. The existence, valuation and allocation, completeness and the municipality’s rights to 
intangible assets disclosed as R908 183 (2009: RO) in note 9 to the financial statements 
could not be supported with sufficient appropriate audit assurance. The municipality’s 
records and information available did not permit the application of alternative procedures. 

Leases 

11. The existence, valuation, classification and completeness of finance leases amounting to 
R215 285 (2009: R287 080), as disclosed in note 10 to the financial statements, could not be 
confirmed due to the following: 

© I was unable to obtain sufficient, appropriate audit evidence that management has 
properly identified, investigated and recorded all finance lease agreements as non- 
current liabilities during the current and previous year. I have identified agreements for 
which sufficient, appropriate audit evidence could not be provided. 

o The disclosure of future minimum lease payments, finance cost, present value of future 
lease payments and a general description of the significant leasing arrangements as 
required by paragraph 46 of SA Standards of GRAP, GRAP 13: Lease (GRAP 13) has 
been omitted in the financial statements. 

The municipality’s records and information available did not permit the application of 
alternative procedures regarding leases. 

Payables 

12. As a result of the matters detailed below, I was unable to obtain sufficient appropriate audit 
evidence as to the completeness, existence, valuation and allocation, and the municipality's 
obligations to trade and other payables disclosed as R27 770 864 (2009: R10 045 283) in 
note 13 to the financial statements: 

® Suspense accounts were not cleared regularly and before the preparation of the financial 
statements. Consequently, debit suspense accounts amounting to R52 479 807 and 
credit suspense accounts amounting to R78 260 473 (2009: R10 045 182) were 
disclosed as trade and other payables in note 13 to the financial statements. I was 
unable to confirm the total extent of income, expenditure, assets or liabilities that might 
be included in these amounts as sufficient appropriate audit evidence could not be 
presented. 

® The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for debit transactions amounting to R303 876 267 and credit transactions 
amounting to R329 475 175 not being provided for audit purposes. 

® Sufficient supporting documentation could not be obtained for payables amounting to 
R1 308 958 that was included in the payables balance under note 13. Due to the lack of 
supporting documents I was unable to perform alternative audit procedures to obtain 



sufficient appropriate audit assurance as to the completeness, valuation, rights and 
obligations, and existence of payables. 

® Un-accrued invoices in respect of goods and services received before year-end 
amounting to R1 528 897 were detected. Furthermore, an unreconciled difference of 
R243 252 was identified between the general ledger and the supporting documentation. I 
could not be provided with sufficient supporting documentation to reconcile this 
difference. I was not able to quantify the total extent by which the surplus, accumulated 
surplus and trade and other payables were misstated. 

The municipality’s records and information available did not permit the application of 
alternative audit procedures regarding trade and other payables. 

Consumer deposits 

13. I was unable to obtain sufficient appropriate audit assurance as to the completeness, 
existence, classification and valuation of and rights and obligation relating to consumer 
deposits of R111 215 (2009: R111 545), as disclosed in the statement of financial position, 
and the related disclosure in note 15 to the financial statements. I was unable to confirm that 
management has properly charged and accounted for all consumer deposits during the 
current and previous year or to confirm credit transactions that increased consumer deposits 
by R1 12 505 during the current year. The system used for recording consumer deposits 
does not provide an adequate audit trail and the register of consumer deposits during the 
current and previous years have not been reconciled to the amount of consumer deposits 
disclosed in the statement of financial position. The municipality’s records did not permit the 
application of alternative procedures. 

Unspent conditional grants and receipts 

14. The completeness, existence, classification and valuation of and rights and obligation 
relating to unspent conditional grants and receipts disclosed as R5 644 852 (2009: 

R2 060 286) in the statement of financial position, and the related disclosure in note 16 to 
the financial statements, could not be confirmed due to the following: 

© The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for debit transactions amounting to R19 273 320 and credit transactions 
amounting to R12 298 234 not being provided for audit purposes. 

© I was unable to obtain audit assurance that expenditure incurred was for the intended 
grant purposes due to the limitations on the scope of the work performed relating to 
expenditure. In addition, a variance of R1 2 21 3 928 (2009: R1 111 836) were identified 
between the bank accounts (R2 397 473) and unspent conditional grants and receipts 
liability (R14 61 1 402) as at 30 June 2010. 

© Unspent conditional grants and receipts disclosed as R5 644 852 per the statement of 
financial position and note 16 does not agree to the amount of unspent conditional 
grants and receipts of R5 294 596 as disclosed in note 23 to the financial statements, 
resulting in an unreconciled difference of R350 256. In addition, an unreconciled 
difference of R2 173 947 (2009: R14 629 122) was identified between the summary of 
note 23 and the detail reconciliation per unspent conditional grant as disclosed in 
note 23 to the financial statements with regards to unspent conditional grants transferred 
to revenue. 



© An unreconciled difference of R1 271 014 was identified between the closing balance of 
30 June 2009 and the opening balance of 1 July 2009 in the reconciliation per unspent 
conditional grant as disclosed in note 23 to the financial statements. 

I could not be provided with sufficient supporting documentation to reconcile these 
differences. The municipality's financial system and records did not permit the 
performance of alternative audit procedures. 

Provisions 

15. As a result of the matters detailed below, I was unable to obtain sufficient appropriate audit 
evidence as to the completeness, existence, valuation and allocation and the municipality’s 
obligations to provisions of R64 1 1 1 (2009: R34 821) as disclosed in note 14 to the financial 
statements: 

© A provision should be made for the municipality's present obligation incurred as a 
consequence of its past use of landfill sites in accordance with the SA Standards of 
GRAP, GRAP 19, Provisions, contingent liabilities and contingent assets. A provision 
has not been made for the environmental rehabilitation costs of restoring the 
municipality’s landfill sites for the current and prior year. The municipality does not 
maintain detail records of landfill sites and I was furthermore unable to confirm the 
percentage at which these sites have been used at 30 June 2010. Due to the lack of 
appropriate records, I was unable to determine the total extend of the understatement in 
the provision for landfill sites and expenditure. 

© I was unable to confirm provisions amounting to R64 1 1 1 (2009: R34 821), as disclosed 
in the statement of financial position and note 14 to the financial statements, as the 
basis of the calculation of leave provision could not be provided. Furthermore, no 
provision has been made for service bonuses and post employment retirement or 
medical benefits. Due to the lack of appropriate records, a reliable estimate of the 
misstatement could not be made. 

The municipality’s records and information available did not permit the performance of 
alternative audit procedures regarding provisions. 

Net assets 

16. 1 was unable to obtain sufficient appropriate audit assurance as to the completeness, 
existence, classification and valuation of and rights and obligation relating to net assets of 
R114 447 910 (2009: R102 819 433) as disclosed in the statement of financial position, and 
the statement of changes in net assets, due to the following matters and the municipality’s 
records not permitting the application of alternative procedures: 

® Paragraph 86(a)(iii) of GRAP 1 states that when an entity has no share capital, it shall 
separately disclose, either on the face of the statement of financial position or in the notes, 
net assets, showing separately reserves, including a description of the nature and purpose 
of each reserve within net assets. In contravention with this requirement, the nature, purpose 
and accounting policy of the capital replacement reserve, capitalisation reserve and 
government grant reserve were not disclosed in the financial statements. Sufficient 
supporting documentation could not be obtained for transactions processed in the 
capital replacement reserve, capitalisation reserve and government grant reserve 
amounting to R3 635 724. Due to the lack of supporting documents I was unable to 
confirm the transfers to and from these reserves. 



® The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for debit transactions amounting to R210 913 350 and credit transactions 
amounting to R202 030 178 not being provided for audit purposes. 

a An unreconciled difference of R72 773 733 was identified between the general ledger 

{R41 674 177) and the financial statements (R1 14 447 910). Furthermore a casting error of 
R9 976 364 was identified on the statement of financial performance as a transfer was made 
for which no supporting documentation could be provided. I could not be provided with 
sufficient supporting documentation to reconcile these differences. Paragraph 47 of GRAP 
1 states that except when a Standard of GRAP permits or requires otherwise, 
comparative information shall be disclosed in respect of the previous period for all 
amounts reported in the financial statements. No comparative information, such as the 
surplus and the movements in the reserves for the previous financial year, has been 
disclosed for the capitalisation reserve or government grants reserve in the financial 
statements. 

© Interest accrued on investment accounts amounting to R104 637 were incorrectly 
recognised in the capital replacement reserve during the current year. Capital 
replacement reserve as disclosed in note 17 to the financial statements is therefore 
overstated and revenue understated by R 104 637 respectively. 

The municipality’s records and information available did not permit the application of 

alternative audit procedures regarding trade and other receivables. 

Revenue 

17. As a result of the matters detailed below, I was unable to obtain sufficient appropriate audit 

evidence as to the completeness, accuracy, occurrence, cut-off and classification of revenue 

disclosed as R39 426 543 (2009: R15 598 684) in the statement of financial performance 

® The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for debit transactions amounting to R40 352 906 and credit transactions 
amounting to R64 382 911 not being provided for audit purposes. 

© It could not be determined if all money received by the municipality was banked and if all 
deposits were processed in the general ledger. This was due to the lack of a clear audit 
trail, the municipality not performing regular bank reconciliations and not implementing 
adequate revenue reconciliation, collection and banking control measures. 

© Services amounting to R8 608 564 as disclosed in note 22 to the financial statements 
were not billed monthly. I was not able to calculate what the interest charged against 
trade and other receivables and interest earned on revenue should have been had the 
services been billed monthly as the relevant information was not available and as the 
municipality was unable to provide a reliable debtors age analysis. Furthermore, an 
unexplained difference of R147 137 was identified between the external bank 
confirmations and the interest received on external investments as disclosed in note 24 
to the financial statements. 

® An unexplained difference of R18 586 000 was identified between the approved 

valuation roll and the valuation roil on the system, which is used to levy property rates. I 
was thus unable to perform all the procedures that I deemed necessary to confirm the 
property taxes disclosed as R1 901 283 (2009: R1 133 234) in note 21 to the financial 
statements. 

© Contrary to the requirements of paragraph 31 of the Standard of Generally Recognised 
Accounting Practice GRAP 1, Presentation of the financial statements the municipality 
did not provide for service charges relating to the period between the last meter reading 



date and the year-end date on an annual basis. An estimate was calculated by using the 
total amount of water and electricity as per the annual financial statements divided by 12 
months to get an average for one month. This is then divided by 30 and multiplied by 23 
to get the unmetered consumption amount for the last 23 days of June 2010. Based on 
my calculations service charges and trade and other receivables are both understated by 
approximately R146 061. 

© Government grants and subsidies, as disclosed in note 23 to the financial statements, 
amounting to R18 020 851 (2009: R6 396 121) could not be confirmed. I could not 
determine the extent to which there has been compliance with the conditions of these 
grants and to what extend the receipts should have been recognised as income in the 
current and previous year due to the limitations placed on the scope of the work performed 
and registers that were not maintained for the spending of the grants. I was therefore 
unable to determine the effect of the misstatement on revenue, receivables and unspent 
conditional grants. 

© Paragraph 98 of GRAP 1 states that when items of revenue are material, their nature 
and amount shall be disclosed separately either on the face of the statement of financial 
performance or in the notes to the statement of financial performance. The nature of 
other income disclosed in the statement of financial performance of R327 203 (2009: 
R793 347) have not been disclosed separately. Furthermore, pre-paid electricity sales 
have not been disclosed separately but were included under sale of electricity as 
disclosed in note 22 to the financial statements. 

The municipality’s records and information available did not permit the application of 
alternative procedures regarding revenue. 

Expenditure 

18. As a result of the matters detailed below, I was unable to obtain sufficient appropriate audit 
assurance as to the completeness, accuracy, occurrence and classification of expenditure 
disclosed as R23 965 098 (2009: R16 469 907) in the statement of financial performance: 

© The management of the filing system over general expenditure, bulk purchases, repairs 
and maintenance did not function effectively, resulting in sufficient audit evidence for 
debit transactions amounting to R25 897 712 and credit transactions amounting to 
R14 995 535 not being provided for audit purposes. 

© An unreconciled difference of R1 1 089 762 was identified between the general ledger 
(R426 785) and the financial statements (R11 516 547). Furthermore, an unreconciled 
difference of R995 099 was identified between the general ledger and supporting 
documentation and a R2 500 000 difference was noted between an invoice (R4 131 483) 
and payment (R1 631 483). I could not be provided with sufficient supporting 
documentation to reconcile this difference. 

© I was unable to obtain supporting documents for capital expenditure transactions 
amounting to R 8 665 630. Furthermore, the nature of credit accounts disclosed under 
expenditure amounting to R13 766 302 could not be determined due to supporting 
documentation not being submitted for audit purposes. As the municipality did not 
implement adequate control measures to prevent and identify expenditure incurred 
without supporting documents, I was unable to quantify the total misstatement in this 
respect. 

© The depreciation charge on property, plant and equipment as disclosed in note 29 to the 
financial statements amounted to R2 871 196 (2009: R1 741 194). However, due to the 
matters listed in paragraph 9 above 1 was unable to obtain adequate audit assurance as 
to the accuracy of the depreciation charge for the current and prior year. 



® Payments totalling R2 868 167 were identified as possible duplicate payments in the 
general ledger. I could not be provided with sufficient supporting documentation or 
explanations with regards to these payments. 

® The completeness and cut-off of expenditure could not be confirmed, as payments 
amounting to R3 290 515 made after year-end relating to the year under review were 
identified that had not been recorded in the general ledger. Furthermore, payments 
totalling R2 619 641 could not be traced to expenditure general ledger accounts but only 
to suspense general ledger accounts. The total extent of this error could not be 
determined and the municipality's records did not permit the application of alternative 
procedures. This will also affect the unauthorised expenditure and payables balances. 
The municipality’s records and information available did not permit the application of 
alternative procedures regarding expenditure. 

Employee related costs 

19. As a result of the matters detailed below, I was unable to obtain sufficient appropriate audit 
assurance as to the completeness, accuracy, occurrence and classification of employee 
related costs disclosed as R13 809 332 (2009: R9 184 355) in the statement of financial 
performance: 

® The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for debit transactions amounting to R5 303 507 not being provided for 
audit purposes. 

® No supporting documentation could be obtained to agree the net pay as per the salary 
run with the amount as per the bank statements or EFT summaries amounting to 
R8 386 215. 

® Increases to salaries were not made in accordance with the South African Local 
Bargaining Council, resulting in an estimated overpayment of salaries amounting to 
R716 555. 

The municipality’s records and information available did not permit the application of 
alternative procedures regarding expenditure. 

Cash flow statement 

20. The accuracy and correct disclosure of the cash flow statement for the current and prior 
year could not be confirmed as some of the amounts disclosed could not be agreed to the 
rest of the financial statements. Owing to the lack of information and the material differences 
noted no alternative procedures could be performed to obtain the required audit assurance. 

Unauthorised expenditure 

21. 1 could not confirm the completeness of unauthorised expenditure as disclosed in the 
financial statements as management did not implement a sufficient system to enable them to 
identify, investigate and record all instances of unauthorised expenditure. This was 
aggregated by the limitations placed on the scope of the work performed during the auditing 
of expenditure. There were no satisfactory alternative audit procedures that I could perform 
to obtain the required level of assurance. 

Irregular expenditure 

22. 1 could not confirm the completeness of irregular expenditure as disclosed in the financial 
statements as management did not implement a sufficient system to enable them to identify, 
investigate and record all irregular expenditure transactions during the current and prior 



year. This was aggregated by the limitations placed on the scope of the work performed 
during the auditing of expenditure and fixed assets procurement. There were no satisfactory 
alternative audit procedures that I could perform to obtain the required level of assurance. 

Fruitless and wasteful expenditure 

23. I could not confirm the occurrence, rights & obligations, completeness, classification and 
understandability, accuracy and valuation and compliance of fruitless and wasteful 
expenditure of R90 572 as disclosed in note 44 to the financial statements as management 
did not implement a sufficient system to enable them to identify, investigate and record all 
instances of fruitless and wasteful expenditure. This was aggregated by the limitations 
placed on the scope of the work performed during the auditing of expenditure. Furthermore, 
no supporting documentation could be obtained for fruitless and wasteful expenditure 
amounting to R90 572. There were no satisfactory alternative audit procedures that I could 
perform to obtain the required level of assurance. 

Capital commitments 

24. Paragraph 83(c) of GRAP 17 states that the financial statements shall disclose for each 
class of property, plant and equipment recognised in the financial statements the amount of 
contractual commitments for the acquisition of property, plant and equipment. No capital 
commitments were disclosed in the notes to the financial statements due to the municipality 
not implementing adequate control measures to reliably calculate these commitments. I was 
unable to determine the total extend of the understatement in capital commitments as 
sufficient appropriate documents could not be obtained. 

Employee benefits 

25. Employee benefits have not been accounted for in terms of the South African Statement of 
Generally Accepted Accounting Practice, IAS 19 (AC116): Employee Benefits. The 
municipality do have an accounting policy as disclosed in note 1.11 but do not maintain 
detail records of post-employment benefits and an approved actuary report was not 
submitted. Due to the lack of appropriate records, I was unable to determine the total extend 
of the understatement in the employee benefits and expenditure. 

Financial instruments 

26. The SA Statement of GAAP, IFRS 7 Financial Instruments: Disclosures, (IFRS 7) requires 
detailed disclosure of information about exposure to risks arising from financial instruments. 
Contrary to the prescribed disclosure requirement, management did not adequately disclose 
the municipality’s exposure to financial risk and how these risks are mitigated. 

Related parties 

27. International Public Sector Accounting Standard, IPSAS 20: Related Party Disclosures 
(IPSAS 20) requires that related party relationships where control exists, and any related 
party transactions that occurred during the year, should be disclosed. Undisclosed related 
party transactions amounting to R299 545 (2009: R5 087 194) were identified. No 
disclosure with regard to these transactions has been made in the financial statements. 



Contingent liabilities 

28. No contingent liabilities were disclosed in the financial statements (2009: R0). Contingent 
liabilities amounting to R200 000, as per litigation reported in attorney’s letters, were not 
disclosed in note 39 to the financial statements. Contingent liabilities were consequently 
understated by the above amount. 

29. Paragraph 100 of GRAP 19 Provisions , Contingent Liabilities and Contingent Assets states 
that uncertainties relating to the amounts and timing of the outflows should be disclosed 
under contingencies. However, these were not disclosed as management did not assess 
these requirements as the municipality does not have a system in place to identify and 
disclose contingent liabilities. 

MFMA Disclosures 

30. Section 1 25(1 )(b) & (c) of the MFMA states that the notes to the financial statements of a 
municipality must include the total amounts paid in contributions to organised local 
government, audit fees, taxes, levies, duties and pension and medical aid contributions, and 
whether any amounts were outstanding as at the end of the financial year. In contravention 
with this section, no disclosures were made for the current year amounts paid and any 
amounts outstanding, in note 45 to the financial statements. 

Distribution losses 

31. Section 125(2)(d)(i) of the MFMA states that the notes to the annual financial statements of a 
municipality must disclose particulars of any material losses. No distribution losses were 
disclosed in the notes to the financial statements due to the municipality not implementing 
adequate control measures to reliably calculate these losses. I was unable to determine the 
total extend of the understatement in distribution losses as sufficient appropriate documents 
could not be obtained. 

Going concern 

32. According to the financial statements it is evident that the municipality may be experiencing 
serious difficulties with regard to debt collection and the current liabilities exceeded the 
current assets by R8 051 970. The municipality may not be in a position to settle its current 
obligations in the normal course of business. The municipality did not settle its debt within 
30 days as required by the MFMA and was significantly dependent on the national and 
provincial government for its continued sustainability. The municipality may therefore be 
unable to realise its assets and discharge its liabilities in the normal course of business. 
These are indicators that the municipality may be facing serious financial problems in terms 
of section 138 of the MFMA. The financial statements did however not appropriately 
disclose these uncertainties. Due to the scope limitations experienced throughout the audit I 
was unable to determine the total extent of the uncertainties. 

Prior period errors and changes in accounting policy 

33. Paragraph 49(b) of GRAP 3 states that an entity shall disclose for each prior period 
presented, to the extent practicable, the amount of the correction for each financial 
statement line item affected. The following prior period errors have been corrected during the 
current year for which no information have been disclosed in the financial statements: 

® Land transactions amounting to R 165 800 disclosed in the previous year’s financial 
statements were restated to unspent conditional grants and receipts in the current year. 



® The correction of prior period errors amounting to RO, as disclosed in note 40 to the 
financial statements, do not agree with the correction of prior period errors posted in the 
statement of changes in net assets against accumulated surplus amounting to 
R43 374 800. In addition, the nature of the prior period errors, the amounts of the 
corrections for the affected financial statement line items and the amounts of the 
corrections at the beginning of the earliest prior period presented, were not disclosed as 
required by Paragraph 49 of GRAP 3. 

® The nature of the changes in accounting policies, descriptions of the transitional 
provisions, the amounts of the adjustments for each financial statement line item 
affected and the amounts of the adjustments relating to periods before those presented 
were not adequately disclosed in the financial statements, as required by paragraph 28 
of GRAP 3. 

General disclosure in the financial statements 

34. Section 122(3) of the MFMA states that financial statements must be prepared in 
accordance with GRAP. The financial statements submitted were not adequately reviewed, 
resulting in the following disclosure errors identified: 

® Paragraph 32 of GRAP 1 Presentation of Financial Statements states that the carrying 
amounts of assets and liabilities affected by judgments must be disclosed. However, this 
was not disclosed in note 1 . 

Disclaimer of opinion 

35. Because of the significance of the matters described in the Basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 

Additional matters 

36. I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Material inconsistencies in information included in the annual report 

37. I have not obtained the other information included in the annual report and have not been 
able to identify any material inconsistencies with the financial statements. 

Unaudited supplementary schedules 

38. The municipality provided supplementary information in the financial statements on whether 
resources were obtained and used in accordance with the legally adopted budget, in 
accordance with SA Standards of GRAP, GRAP 1, Presentation of Financial Statements. 
The supplementary information set out on pages xx to xx does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules 
and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 

Gazette 32758 of 27 November 2009, I include below my findings on the report on 

predetermined objectives, compliance with the following key laws and regulations: MFMA, 

DoRA, Local Government: Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) 



(MSA) and financial management (internal control). 

Predetermined objectives 

39. Material findings on the report on predetermined objectives, are reported below: 

Non-compliance with regulatory and reporting requirements 

No reporting against predetermined objectives, indicators and targets 

40. I could not conduct the audit of performance against predetermined objectives as the 
municipality did not prepare an annual performance report as required in terms of section 46 
of the MSA, and section 121(3)(c) of the MFMA. 

Lack of implementation of a performance management system 

41. The Renosterberg Local Municipality did not implement a framework that describes and 
represents how the municipality’s cycle and processes of performance planning, monitoring, 
measurement, review, reporting and improvement will be conducted, organised and 
managed, including determining the roles of the different role players, as required in terms of 
section 36, 38 and 41(2) of the MSA, and regulations 7 and 8 of the Municipal Planning and 
Performance Management Regulations, 2001. 

Existence and functioning of a performance audit committee 

42. The Renosterberg Local Municipality did not appoint and budget for a performance audit 
committee, nor was another audit committee utilised as the performance audit committee, as 
required by regulation 14(2) of the Municipal Planning and Performance Management 
Regulations, 2001. 

Internal auditing of performance measurement 

43. The internal auditors of the Renosterberg Local Municipality did not audit the performance 
measurements on a continuous basis and did not submit quarterly reports on their audits to 
the municipal manager and the performance audit committee. 

No mid-year budget and performance assessments 

44. The accounting officer of the Renosterberg Local Municipality did not (by 25 January of each 
year) assess the performance of the municipality during the first half of the financial year, 
taking into account the municipality's service delivery performance during the first half of the 
financial year and the service delivery targets and performance indicators set in the service 
delivery and budget implementation plan, as required by section 72 of the MFMA. 

Compliance with laws and regulations 

Municipal Finance Management Act 

45. Contrary to section 1 of the MFMA, expenditure was not incurred in accordance with the 
requirements of the supply chain management policy of the municipality or the requirements 
of the municipality’s by-laws giving effect to such policy resulting in irregular expenditure. 

46. Contrary to section 1 of the MFMA, expenditure incurred was made in vain and could have 
been avoided based on the fact that reasonable care had been exercised resulting in 
fruitless and wasteful expenditure. 



47. Contrary to section 11(4) of the MFMA, the accounting officer did not table a consolidated 
report in the municipal council of all payments made during the four quarters. 

48. Contrary to section 15 of the MFMA, expenditure was not incurred in accordance with the 
approved budget of the municipality and exceeded the limits of the amounts appropriated for 
the different votes in the approved budget resulting in unauthorised expenditure. 

49. Contrary to section 17(1 )-(2) of the MFMA, the annual budget did not include all the required 
information. 

50. Contrary to section 41 (2) of the MFMA, no risk assessment was performed for the 
identification, consideration and avoidance of potential risks in the SCM system. 

51. Contrary to section 52(d) of the MFMA, the mayor did not submit a report to the council on 
the implementation of the budget and the financial state of affairs of the municipality within 
30 days of the end of each quarter. 

52. Contrary to section 54 of the MFMA, the mayor did not promptly respond to and initiate 
remedial or corrective steps proposed by the accounting officer to deal with serious financial 
and cash flow problems. 

53. Contrary to section 53(1)(c)(ii) of the MFMA, the mayor did not ensure that the council 
approved the municipality's service delivery and budget implementation plan within 28 days 
after the approval of the annual budget. 

54. Contrary to section 62(1) of the MFMA, the accounting officer did not take reasonable steps 
to ensure that full and proper records of the financial affairs of the municipality were kept in 
accordance with any prescribed norms and standards. 

55. Contrary to section 63(2)(c) of the MFMA, the municipality did not maintain a system of 
internal control in respect of assets. 

56. Contrary to section 64(2)(a) of the MFMA, the municipality did not have an effective revenue 
collection system. 

57. Contrary to section 64(2)(f) of the MFMA, the municipality did not maintain a system of 
internal control in respect of debtors. 

58. Contrary to section 65(2)(c) of the MFMA, the municipality did not maintain a system of 
internal control in respect of creditors and payments. 

59. Contrary to section 65(2)(e) of the MFMA, expenditure was not paid within the required 30 
days from the receipt of an invoice, or such a period as prescribed for certain categories of 
expenditure. 

60. Contrary to section 66 of the MFMA, the accounting officer did not report to the council on 
expenditure on staff benefits. 

61. Contrary to section 70 of the MFMA, the accounting officer did not notify National Treasury of 
the fact that the consolidated bank accounts were in a net overdrawn position at year-end. 

62. Contrary to section 1 12(1) of the MFMA, the SCM policy was in conflict with the MFMA and 
the SCM regulations. 

63. Contrary to section 1 16(2)(b) of the MFMA, the performance of contractors was not 
monitored on a monthly basis. 

64. It could not be confirmed that the municipality had prepared financial statements in 
accordance with the legislative requirements to fairly present the state of affairs of the 
municipality, its performance against its budget, its management of revenue, expenditure, 
assets and liabilities, its business activities, its financial results, and its financial position as 
at the end of the financial year, as required by section 122(1) of the MFMA. 

65. Contrary to section 125(2)(e) of the MFMA, the municipality did not disclose all areas of non- 
compliance with the MFMA in the notes to the financial statements. 

66. Contrary to section 126(1)(a) of the MFMA, the municipality did not submit the financial 
statements within two months after the end of the financial year. 

67. Contrary to section 166(4)(b) of the MFMA, the audit committee did not meet as often as 
required to perform its functions, but at least four times a year. 



Municipal Systems Act 

68. Contrary to section 5 and 7 of the Code of Conduct for Councillors in schedule 1 of the MSA, 
and section 5A of the Code of Conduct for Municipal Staff Members in schedule 2 of the 
MSA, annual declarations of interest were not made by councillors, senior managers and the 
municipal manager. 

Division of Revenue Act 

69. 1 could not confirm whether the municipality adhered to the requirements of the receiving 
officer by reporting to the relevant provincial treasury, National Treasury and the transferring 
national officer on the matters referred to in section 71 of the MFMA as required by sections 
1 1(2)(b) and 12(1)(b) of the DoRA. 

70. Contrary to the objective of the Municipal Infrastructure Grant as contemplated in section 
15(1) of the DoRA, the municipality's budget did not include programmes which address the 
backlogs in municipal infrastructure required for the provision of basic services. 

INTERNAL CONTROL 

71. 1 considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives as well as compliance with the MFMA, MSA, DoRA and Municipal 
Structures Act of South Africa, (Act No. 1 17 of 1998), but not for the purpose of expressing 
an opinion on the effectiveness of internal control. 

72. The matters reported below are limited to the significant deficiencies regarding the basis for 
disclaimer of opinion paragraph, the findings on the report on predetermined objectives and 
the findings on compliance with laws and regulations. 

o Leadership 

The leadership did not evaluate whether management had implemented effective internal 
controls by gaining in understanding of how senior management members had met their 
responsibilities in terms of preparing bank reconciliations, ensuring proper records 
management, maintaining an asset register and preparing the annual financial statements. 

The leadership did not take timeous and adequate action to address weaknesses in the 
finance and supply chain management directorate, which resulted in non-compliance with 
applicable legislation and gave rise to irregular expenditure. 

The leadership did not sufficiently monitor the recording and reconciliation of the financial 
records. Sufficient control measures were not developed by the leadership to address the 
qualifications reported in the prior years as identified in the action plan. 

The leadership failed to implement adequate controls to ensure compliance with laws, 
regulations and internally designed policies and procedures. As a result, significant non- 
compliance issues were noted. 

® Financial and performance management 

Effective performance systems, processes and procedures as well as the management 
thereof had not been adequately implemented. Documentation supporting amounts 
disclosed in the financial statements in the annual report was not available. 

Finance staff had an insufficient understanding of the accounting framework. This 
contributed towards the numerous qualifications in the financial statements of the 
municipality. 



Inadequate filing procedures at the municipality have resulted in limitations of scope during 
the current and previous year’s audits. As a result significant difficulties were experienced in 
respect of the availability of information. 

The financial statements were not properly reviewed for completeness and accuracy prior to 
submission for auditing. This resulted in many findings relating to incorrect disclosure. 

® Governance 

The financial statements contained numerous inaccuracies, which are attributable to 
weaknesses in the design and implementation of internal control in respect of financial 
management and financial reporting, and weaknesses in the information systems. 

The municipality did not have a documented fraud prevention plan. Internal control 
deficiencies were not identified and communicated in a timely manner to allow for corrective 
action to be taken. The implementation of internal and external audit recommendations was 
not monitored. This resulted in the prior year audit findings not being substantially 
addressed. 

A performance audit committee was not in operation for the financial year. 
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